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Accountancy in Germany
By a Resident Accountant

I

Germany, the United States of America and England are per
haps the three most highly industrialized countries of the world.
It might be deduced from this fact that the development of ac
countancy as an organized profession should have taken place
more or less contemporaneously in the three countries. This,
however, has not been the case. An investigation of the reasons
why this happened would lead to a discussion of matters which
have no place in this article. It must suffice to say that before the
war there was little development in Germany in this direction and
that for ten years after the commencement of the war (if one in
clude the inflation period) the country was shut off from foreign
influences and ideas.
In 1925 a number of well-known firms of accountants estab
lished offices in Germany, in the first place to deal with the financ
ing of German industry by foreign countries, in particular,
America, which commenced at that time. These non-German
firms brought with them the tradition of an organized profession,
and it was at once apparent to thoughtful Germans that these
non-German firms must have something which the German firms
lacked, when it was seen that the lion’s share of the investigation
work in financing fell to non-German firms.
It was not, however, until 1930 that any definite move in the
direction of forming an institute was made. The problem facing
the promoters was not an easy one. On the one hand there were
the so-called Treuhandgesellschaften (trustee companies). The
more important and influential of these companies had been
originally formed by the larger banks to carry out the trustee
work that falls to a bank. As a side-line they had undertaken
accounting and auditing work for their banks. In course of time
this branch of their activities became more and more important
and they eventually found themselves called upon to undertake
accounting and auditing work quite independent of the bank’s
connections. The staff of many of these companies developed in
course of time technical capacities which would put them on a
level with accountancy firms anywhere in the world. On the
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other hand, there were a number of persons practising on their
own account as auditors and accountants, the so-called bücherrevisoren. Anyone can call himself a bücherrevisor; but a number
of bücherrevisoren also acquired the status of “sworn” bücherrevisoren. The oath was administered either by the local court
(in that case the accountant’s practice probably was mostly
bankruptcy work) or by the local chamber of commerce. In
neither case was more demanded of him than proof that he had
practised as an accountant and that he had not been convicted
of any offence. Some bücherrevisoren obtained a degree of local
eminence, but the general average probably confined itself to
small audits and to assisting the class of firm which can not afford
to keep an experienced bookkeeper.
The promoters of the institute have succeeded in two things:
(1) they have persuaded the government to establish a class of
professional men called “approved auditors,” on whom alone the
right to audit balance-sheets of certain corporations has been con
ferred by statute; (2) they have established an institute. They
have not, however, succeeded so far in persuading all approved
auditors to join the institute, which is a voluntary association.
Parallel with the movement to unite the diverse elements in one
body of accountants was a movement to introduce a compulsory
audit of German companies. This movement received a great
impetus from a number of financial scandals which occurred in
1930 and 1931, and particularly from the “bank crash” of July
13, 1931. For some years past a number of reforms of the com
mercial code had been under consideration in the government de
partment concerned. After the “bank crash” word was given
that the proposed amendments were to be worked up into the
form of a law as soon as possible. On September 19, 1931, a
decree was published, dealing with various prevalent abuses in
company law and establishing definite and to some extent detailed
rules as to how balance-sheets of public corporations were to be
drawn up and the items stated therein. It also provided for the
appointment of approved auditors (wirtschaftsprüfer) to such
corporations. Owing to the fact that approved auditors were not
in existence at the time, it was left to the government to put the
relative sections into force as and when it saw fit. Two supple
mentary decrees have since appeared, the first making audits of
companies with a capital exceeding RM. 3,000,000.—compulsory
in the case of accounts covering a financial period commencing
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after October 7, 1931, and the second making audits compulsory
where the capital exceeds RM. 500,000.—, and this is applicable
to periods commencing after October 1, 1932.
II

Though the movement to form an institute and generally to
raise the status of the profession emanated from professional cir
cles, it was found necessary to enlist the aid of the government at
an early stage. This was so, partly because the government in
Germany is invariably the initiating force in reforms of this kind,
but mainly because without the active assistance of the federal
government it would have been impossible to persuade the state
governments to adopt uniform provisions for the whole of Ger
many. The movement thus started at the seat of government,
and consequently there might have been a danger that politics
would enter into it. This danger was obviated by creating special
boards, which are really subcommittees of the local chambers of
commerce. These latter bodies are non-political. There are
nine such boards in Germany, with a chief board in Berlin.
Their functions are:
(1) To examine candidates for admission to the office of
“approved auditor” (wirtschaftsprüfer).
(2) To watch over the activities of approved auditors; in
particular to see that approved auditors maintain their
professional character and do not engage in extraneous
activities, e.g. financing, and do not accept appoint
ments where there could be any doubt as to their
impartiality, e.g. where the auditor is related by blood
or by marriage to the management of the corporation
audited.
(3) To keep a list of approved auditors and approved audit
ing concerns (N.B. an approved auditing concern
(wirtschaftsprüfungsgesellschaft) can only remain on
the list so long as one of its managers, if a corporation,
or all of its partners resident in Germany are approved
auditors).
Candidates for examination must satisfy the local board that
they have had at least six years’ practical experience. The exami
nation is intended to be a severe test of the candidate’s professional
knowledge and abilities. It consists, as is usual in Germany, of a
thesis which the candidate writes at his leisure (he has to certify
that it is his independent work) followed by a further written test
in the examination room, in which, however, the candidate is not
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pressed for time. Assuming that the examiners are satisfied with
the written work, the candidate is allowed to present himself for
a viva-voce test. He is examined for perhaps one hour by a
number of specialists, and this is the real test of his ability, be
cause the bearing of the candidate and his quickness in grasping
the point of the question all count with the examiners.
At the present time, about five hundred persons and some sixty
or seventy auditing concerns have been accepted. These figures
include a number of persons, who, having been in practice for a
number of years and being of proved capacity, were admitted
without having to undergo the written test. Bearing in mind
that Germany has a population of some 63,000,000, it is clear that
the authorities have only accepted such persons as could show
that they have really first-class professional qualifications (the
bulk of the bücherrevisoren, of which there must be some thou
sands, have not been accepted and will scarcely now be able to
take the full, written examination), and that they have so far kept
to the original intention of making the title of “approved auditor ”
an office and not a kind of diploma or degree.
It should be especially pointed out that the title of approved
auditor is intended in Germany to indicate an office and is only
tenable so long as the person continues to practise. Candidates
must be thirty years of age or more and must be in practice either
as managers or partners of an auditing concern or on their own ac
count. Hitherto the only exception to this rule has been that
persons who have the power to sign the firm’s name of the auditor
or auditing concern may be admitted to examination. As a
matter of fact, there has been considerable opposition to this ar
rangement. Some trustee companies have threatened to give all
their senior men, not merely their senior “managers,” pro-forma
power to sign for the company, so as to make them eligible to sit
for the examination; and in many quarters it is felt that the age
limit is too high. But, whatever happens, it seems unlikely that
the title of approved auditor will become a degree which a young
man can win after having passed through his learner stage, in
dicating that he has followed a course of study, and can carry with
him throughout his life. It will continue to denote that a man
has adopted a profession, has learned that profession and attained
skill in it and is actively engaged in it and subject to its profes
sional ethics. Should he cease to practise, he will have to give up
his title.
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As accountancy is a relatively new profession in Germany, it is
obvious that its functions in the economic system have not yet
been clearly delimited. Some lawyers and even engineers who
have had business experience have been admitted. In the panic
of the bank crash in 1931 it was imagined by some that a class of
men who could pronounce upon the business capacities of the
directors of the business could institute methods for revivifying
moribund businesses, could investigate the efficiency of its ma
chinery, could independently ascertain the value of its inventories,
could pronounce on the soundness of its legal agreements, besides
incidentally auditing its balance-sheet, was required. Whether
such members with extraneous training will combine with others
who have confined themselves purely to auditing and accounting
or will drop out of the profession remains to be seen.
Foreigners are not debarred from becoming approved auditors
simply because they are non-Germans. They must, of course,
have sufficient knowledge to sit for an examination which is con
ducted in German, i.e. they must speak German fluently and
write it grammatically. Secondly, the Germans have quite rea
sonably insisted that a foreigner can only be admitted where the
foreigner belongs to a nation which at home would admit Germans
without debarring them for reasons of nationality. Finally, they
have insisted that an auditor of non-German nationality should be
resident in Germany and that his firm should be a registered
German firm. This is only natural in view of the facts that an ap
proved auditor, as has been shown already, holds an office, and
that, as will be explained in the following section, the duties and
responsibilities of approved auditors have been strictly defined in
the commercial code. As a matter of fact, several of the larger
American and English firms have been represented in Germany
for some years, and, in most cases the German office, which com
menced as a mere branch, was eventually transformed into a fullpledged German firm, though the partners were not of German
birth nor had they been naturalized. It says a great deal for the
broad outlook of the powers that be in Germany that when the
question of the admission of these partners and their firms to the
office of approved auditors was raised, it was at once agreed that
no difficulty should be placed in their way, and several firms of
non-German origin have already become approved auditors.
An institute of approved auditors (institut der wirtschaftsprüfer), membership of which is open to all approved auditors, has
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been founded. It is intended that this institute should exercise
similar functions to the institutes in other countries, particularly
in forming a strong committee to watch over the professional
ethics of its members; and it was hoped that, being a voluntary
association of professional men it would play an important part in
the development of the profession in Germany. It is much to be
regretted, however, that in certain provincial centers approved
auditors have not seen their way to join the central institute.
Local patriotism is strong in Germany, and some time must elapse
before local wishes are sunk, although no doubt in course of time
this will happen. The non-German firms have all become mem
bers of the institute and have given it their loyal cooperation,
particularly in supplying data regarding the established practices
of the older institutes in other countries.

III
It should be explained that German corporations with limited
liability are divided into two main types, the G.m.b.H. (gesellschaft mit beschränkter haftung) and the A.G. (aktiengesellschaft). The G.m.b.H. was originally designed to meet the needs
of a partnership where the partners are getting old and wish to
retire from active management with the least possible disturbance
to the business. The G.m.b.H. form of organization permits the
partners to convert their capital interests into fixed holdings with
limited liability, which, of course, can be transferred on death to
their heirs as holdings, so that the business need not pay out the
deceased partner’s interest. The management of the business is
in the hands of managers (geschaftsführer) who are appointed and
dismissed by the shareholders. Often, too, the managers are
bound not to undertake certain transactions, e.g. purchase of real
estate, without written consent of the shareholders. Balancesheets need not be published. This form of organization, apart
from the special case mentioned above, also suits the needs of the
small business admirably, and it is common to find that manage
ment and shareholding interest are combined in one person.
G.m.b.H.s with a large capital are rare; there are, however, a few
large family businesses in G.m.b.H. form. Since the war, more
over, the G.m.b.H. form of organization, particularly because no
publicity is required, has been increasingly used for subsidiary
companies of large concerns, for selling organizations of cartels,
etc. The modifications of the commercial code regarding the
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compulsory appointment of auditors do not at present apply to
G.m.b.H.s. Public opinion does not yet call for the appointment
of auditors to companies where the chief sufferers in a bankruptcy
would be the shareholders, who should be in close touch with the
company and know what is going on.
The “public” corporation with outside shareholders, the A.G.,
has a double management, the supervisory board (aufsichtsrat)
and the active managers (vorstand). The managers represent
the corporation individually and not as a board, and they are re
sponsible for the conduct of the current business of the corpora
tion. The main function of the supervisory board is to watch
over the activities of the management and to see that the interests
of shareholders are protected. It usually appoints and dismisses
the managers, and sometimes it is provided that the supervisory
board must be consulted before important contracts are concluded.
The board usually consists of distinguished lawyers, local mag
nates and often of representatives of any banks which have lent
the corporation money. Possibly the chairman and one or two
members of the board have a practical knowledge of the trade.
But the tendency is to appoint men whose business connections
are valuable and bankers who want the internal information a seat
on the board gives them.
Until the recent reforms in the commercial code, the board was
also responsible for presenting the annual accounts of the corpora
tion to the shareholders as a correct statement of the financial
position of the corporation. It could employ an auditor to check
the accounts, but it still remained responsible for their correct
ness. In theory it was supposed to check them itself, but this
was in practice out of the question. This theory, however, was
the great stumbling-block to the reform party. The reformers
had to convince powers that were, not only that an audit was
necessary in itself, but also that the existing machinery was not
conducive to a proper audit of a corporation’s accounts. And
there, of course, they encountered strong vested interests. The
argument was that the English system might suit English condi
tions, but under the German system provision was already made
for a supervision of the accounts. The grave financial scandals of
1930 and 1931 changed the public’s view and led to the introduc
tion of a system, which more or less follows the English. The
supervisory board is now no longer responsible for the correctness
of the accounts—the shareholders must at each annual meeting
14
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appoint auditors (wirtschaftsprüfer) to audit the accounts of the
year in which the meeting is held.
Normally, the annual meeting appoints the auditors and the
management concludes the audit contract with the auditors desig
nated by the meeting. In two cases the local court appoints the
auditors; (a) where the shareholders in general meeting have
neglected to appoint an auditor, then the management, super
visory board or any shareholder can request the court to appoint;
(b) where a minority commanding one-tenth of the capital can
convince the court that there are good reasons for not appointing
the particular firm or person chosen by the majority of the share
holders in general meeting.
The persons appointed may not be members of the management
or of the supervisory board, nor may they be employees of the
corporation. They must be chosen from (a) approved auditors
(wirtschaftsprüfer) or (b) auditing concerns admitted as approved
auditors (wirtschaftspriifungsgesellschaften) . But if an auditing
corporation is appointed it must not be a corporation over which
the corporation audited can exercise an influence, e.g. a bank can
not appoint its own audit corporation.
The management is compelled to allow auditors to inspect
the books, count the cash, etc. and must produce all evidence
and give all explanations the auditors may reasonably re
quire.
The duties of auditors require them to submit a report on the
accounts (not for publication). (This report is for the supervisory
board, which in turn must report to the shareholders in general
terms whether the report was satisfactory or not. The report
must state whether the auditors have received the evidence and
explanations they required, whether the accounts are drawn up so
as to conform with the requirements of the commercial code,
which lays down detailed rules as to the form of balance-sheet
and the values at which items must be stated). Furthermore, the
management must also prepare a report, apart from the accounts,
in which, inter alia, the information regarding the following is
given: transactions in own shares, the existence of vinculated
shares, the existence of contingent liabilities of various kinds, the
total salaries of the management and supervisory board sepa
rately, and any matters of particular importance that have taken
place since the date of the balance-sheet. The auditors must
also comment on this report.
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The auditors must also append a certificate to the accounts and
to the report of the management, certifying:

Whether after a conscientious audit based on the books and other
written records of the corporation and on the evidence produced
and explanations offered by the management, the accounts of the
company and the report of the management are in accordance
with legal requirements.

It will be noticed that the form of the certificate is extremely
wide. In particular, at the moment, questions are being raised as
to what is covered by “legal requirements.” It is clear that this
item includes the requirements of the commercial code, but “legal
requirements” might cover any other branch of law. Is the
auditor responsible for seeing that none of the contracts stated on
the balance-sheet contravenes the unfair-competition laws, that
not only is a reasonable reserve made for taxes, but that it is the
“correct” one, or, for instance, that the proper insurance stamps
have been affixed to the workers’ cards? Time alone will provide
the answer to these and many other enquiries arising out of a
decree which, in its conception, was certainly a step in the right
direction, but inevitably, being hurriedly prepared and forced
through as a presidential decree without a debate in the reichstag,
has certain weak spots.
The auditor must carry out his work conscientiously and with
out fear or favor. (This also applies to every person engaged on
the audit.)
He must preserve the secrets of his clients. (This also applies
to every person engaged on the audit.)
Where the appointed auditor, the audit corporation or a person
on the staff of an auditor or audit corporation wilfully violates the
duty to work conscientiously or to preserve the secrets of the
client, he or they are liable to the client in damages to the full
extent of the damage proved. It should be noticed that where a
member of the staff has betrayed secrets etc. it is not necessary for
the client to sue the auditor—the actual delinquent can be at
tacked direct. Where the violation was not wilful but merely
negligent, damages are limited to RM. 100,000.—for each case.
An auditor can not by special agreement contract himself out of
this liability to pay damages.
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